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The Role of the Mortgage Industry in
Economic Development
Mr. Kayode Omotosho*

I.

Introduction

Shelter is ranked as one of man's basic needs after food and clothing. It should,
therefore, be a priority to any Government that seeks to endear itself to its citizenry.
Unfortunately, dearth of housing stock, both in number and quality/ functionality
abound virtually in every country, particularly, in developing countries and the causes
vary from one country to another.
Affordability of shelter provides psychological satisfaction, strengthens human
dignity, respect, guarantees better health of the citizenry, generates employment and
enhances productivity amongst others. Because of the importance attached to
housing, most Governments in the world have ensured the inclusion of policies and
programmes aimed at developing housing for all, in their constitutions and party
manifestoes. Experience has revealed that as a country moves higher on the rungs of
the ladder of economic development, the demand for housing, especially owneroccupier units, increases. The resultant demand for loans for building houses often
outstrip the supply, as available loanable funds cannot adequately meet the mortgage
needs of the teeming prospective borrowers who deserve assistance.
In Nigeria, the housing problem can best be described as endemic. From the 1970's,
crude oil began to play a major role in the growth of the economy, resulting in
extensive urban migration and worsening housing problem. This challenge is
herculean for both the public and private sectors. Despite Federal Government's
access to factors that can engender housing production, only about 4.0 per cent of
annual housing requirement is met. The public and private sectors are expected to
play major roles in housing development and support Federal Government's efforts.
Available statistics from the National Bureau of Statistics (NBS), (formerly, Federal
Office of Statistics (FOS), indicate that 80.0 per cent of Nigeria's population housing
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requirement is met through private sector efforts, while Governments at the three-tier
levels provide the remaining.
In the light of the above, the objective of this paper is to examine the role of the
mortgage industry in economic development with a view to identifying its problems,
challenges and opportunities. Possible areas of assistance from other stakeholders
are also highlighted.

II.

Evolution of Mortgage Banking and Financing in Nigeria

The quality of human existence is directly related to his environment and this
comprises mainly the dwelling house. The provision of housing/ shelter, therefore,
becomes a priority of any nation where there is inadequate supply. The funding for
building a house mostly begins with individual efforts which might likely be
supplemented by both formal and informal sources of financial institutions. This
trend is more pronounced in developing countries, where the socio-economic
structure can hardly sustain the high capital costs required to build a decent
house/ shelter.
It is recognized that a citizen with a decent house is more likely to be productive,
particularly when complemented with high environmental standards than another
person living in a ramshackle house. Living in a decent house reduces expenditure on
public heal th and, in turn, decreases the occurrence of adverse social effects.
The evolution of Mortgage Finance in igeria dates back to 1957, following the
establishment of the Nigerian Building Society (NBS), at the initiative of the colonial
masters. This development policy generated the interest of the Commonwealth
Development Corporation (CDC), the Federal and Regional Governments. The policy
was aimed at mobilizing resources for housing and other infrastructural
developments. The establishment of housing corporations began at the regional
levels (mainly at the regional capitals), which marked the commencement of the
establishment of Middle Class Residential Housing Estates. The planned capital
expenditure for Town Planning during 1963-1968 Development Plans was N42.0
million for the whole country while actual disbursement was Nl9.6 million or 47% of
the allocation. The Federal Government budget was N32 million for Housing and Town
Planning while the actual expenditure was Nl4.9 million. The period witnessed the
beginning of an aggressive programme for mortgage financing with the allocation of
NO. 78 million to the Nigerian Building Society (NBS), for its expansion and the
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proposed reorganization programme.
During the plan period, the Federal Government Housing Scheme started with the
objective to provide about 90 Staff Quarters in the Lagos Area. The State Government
also planned to disburse NO. 75million on direct housing facilities, apart from the
various policy and institutional supports to a number of Housing Corporations.
Although the plans were not fully achieved, it stimulated government's awareness on
the need for a laudable housing policy in the subsequent plans.
1n the Third National Development Plan, the Federal Government not only increased its
efforts in the provision of quarters for its workers but also engaged in direct housing
construction for the public. The initial target was 60,000 housing units. With regard to
housing finance, government bought over the Nigerian Building Society and
transformed it to the Federal Mortgage Bank of Nigeria (FMBN) to facilitate housing
finance. During this Plan Period, a new Ministry of Housing, Urban Development and
Environment and the Federal Housing Authority were created to further stimulate
housing supply in the country.

With respect to direct participation of government in housing supply, about 60,000
housing units were constructed and allocated to people during the Third ational
Development Plan Period. This number, however, understated the efforts by the
Government in housing construction, which could have included the construction of
Barracks for the Armed Forces and Staff Quarters for other Civil servants.
During the Fourth National Development Plan, the Federal Government increased its
participation in the direct construction of housing with emphasis on low-income
housing, through the Federal Housing Authority (FHA). In order to facilitate this, the
Government created Layouts adequately serviced by roads, drains and other
infrastructure, particularly in the urban areas. Other measures adopted during this
Plan Period, included the provision of more financial resources for Federal and State
Governments.
Other efforts included: the encouragement to institutions concerned with credit
facilities for housing, such as the Federal Mortgage Bank; liberalization of bank credit
facilities to the housing sector, the establishment of Self-Help Home Ownership
Programmes in each Local Government Area so as to facilitate increased housing
finance in the urban and rural areas. The FHA executed the second phase of the
National Housing Programme, which was aimed at providing housing for both the
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middle and high-income earners with an allocation ofN200 million.
The FMBN was established on 1st July, 1977 to inherit the assets and liabilities of the
NBS, which was dissolved on 30th June, 1977, and its initial Authorized Capital was
N20 million. The Management of the Bank was contracted to an expatriate Consulting
Firm for three years, but became wholly indigenous in 1979 with the appointment of a
Board of Directors. At its inception, the FMBN took over more than 3,200 Mortgage
Loans and Undisbursed Commitments with a total value of about Nl00million,
comprising N75 million in Mortgage Assets, and Undisbursed Commitments making
up the total from the NBS.
The Federal Mortgage Bank of Nigeria Decree No. 7 of 1977 outlined the principal
functions of the Bank as follows:
i)
ii)
iii)

iv)

Provision of long term credit to mortgage institutions for on-lending
to individuals for acquiring houses of their own.
Encouragement and promotion of the development of mortgage
institutions.
Provision of long-term credit directly to individuals for home
ownership.
Provision of credit for housing estate/ commercial property/ office
development purposes.

The Bank also had powers to:
Generally mobilize savings from mortgage institutions and other
institutional depositors;
Provide credit to and/or equity investments in companies providing
building materials;
Supply technical assistance services for land development activities;
Offer Guarantees on loans;
Undertake research to improve housing patterns and standards as
well as financing.and construction activities;
!he funding of the Bank's operations had largely been through equity and loan capital
from both the Federal Government and the Central Bank of Nigeria (CBN).
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In addition to the Federal Mortgage Bank of Nigeria, the domestic money banks (DMBs),
insurance companies, and State Housing Corporations also provtde housing finance at
rates of interest in accordance with the Minimum Rediscount Rate (MRR) of the Central
Bank of igeria as contained in the Monetary, Credit, Foreign Trade and Exchange
Policy Guidelines from time to time.

III.

Demand/Market for Mortgage Sector Finance Services in
Nigeria

Estin1ates by the Federal Housing Authority (FHA), showed that Nigeria needed not
less than NS0 billion annually to provtde an estimate of 8 million housing units in
2000. A further breakdown placed the housing requirement of the nation at about
1,370 housing units per day, at the cost of Hl69.3 million. These revelations were
made at the wake of the United Nations Organization's proposal of Shelter for All by
the Year 2000. Though a very lofty idea, but Nigeria was not able to achieve the
objective by the Year 2000. Although efforts had been made in the past by both the
Federal and State Governments towards hou~ing development, the impact of such
efforts has remained largely insignificant. In 1972, during the Second National
Development Plan, a total of 59,000 housing units were proposed for the country.
During the Third National Development Plan period (1975 - 1980), an improvement of
about 242 percent was made on the prevtous Plan Period i.e. a total of 202,000 housing
units were proposed. However , the number of housing units actually built is not
available.
In 1981, the FMBN approved about Nl25 million out of the N722 million applications,
and onlyN75 million was disbursed. In 1982, applications amounted to NISS million;
commitments were H65 million while disbursements made were only HSI million. In
1983, applications increased to Hl84 million, commitments rose to H88 million and
disbursements increased to N58 million. In 1984, disbursements decreased to about
Nl3 million. The figures clearly indicated the growing excess demand for mortgage
credit in Nigeria. By 1987, the Mortgage Assets of the Bank was estimated at about
N480 million, which represented a growth rate of over 20.0 per cent per annum.
During the Fourth National Development Plan (1980 - 1985), the Federal Government
targeted the provtsion of 200,000 units at the cost of N2.6 billion. However, only
40,000 housing units were proposed for construction annually at 2,000 units per State,
including the Federal Capital Territory. As at June 1983, achievement recorded
showed that the Bank's Mortgage Portfolio of about N480 million had been spread over
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1-1,000 mortgage accounts.
Further expansion was constrained by finance.
Considering the average annual mortgage loan demand of H200 million, as
represented by applications received from prospective customers, a minimum capital
base of Hl,300 million would be reqwred by the Bank to enable it respond to the
demands for mortgage loans. Average yearly applications received by the Bank during
the }!)eriod 1981 to 1990 was over H200 million, compared with an average resource
inflow of about H67 million per annum from which the Bank had to meet its mortgage
operations, repayment of borrowed funds and operating expenses nationwide at the
cost of H2.5 billion.
The Bank, which was e"-'Pected to play the role of an Apex Mortgage Institution, was
compelled by circumstances to assume retail mortgaging as well as savings
mobilization functions of a primary institution. All these were in a bid to fill the gap
created by the non-existence of Building Societies and Savings & Loans companies up
to 1989. However, the establishment and functioning of Primary Mortgage
Institutions (PMis), which form the nucleus of Non Bank Financial Institutions for
mortgage lending sector, had created enough room for the FMBN to concentrate on its
core functions. From available data, the number of deposit money banks (DMBs) in
Nigeria, currently 89, with over 2,500 branches, when added to about 80 primary
mortgage institutions with about 100 branches would still not close the wide gap for
housing by the populace. In this regard, there is need to establish more PMis as well as
strengthen the existing ones to ease access to decent accommodation and remove the
frustration of Nigerians in securing funds for their housing requirements.

IV.

Federal Mortgage Bank of Nigeria (FMBN) in the Last Decade
(1990 - 2000) and National Housing Fund (NHF)

Prior to 1989, the FMBN combined the functions of a primary as well as a secondary
mortgage institution. During that year, the Mortgage Institutions Act was passed
recognizing the two-tier system of housing finance. The newly established private
sector institutions - Federal Mortgage Finance Limited handled the primary/ retail
mortgage.
Consequently, in 1992, Government passed the National Housing Fund Act reqwring
workers both in the public and private sectors earning more than N3,000 per month to
contribute 2.5 percent of their monthly salaries to create a pool of financial resources
from which loans could be granted to the contributors on affordable terms of
repayment. The FMBN was made the Agency of Government to collect this Fund.
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In 2000, the leadership of the Nigerian Labour Congress expressed disappointment at
the performance of the Federal Mortgage Bank of Nigeria with respect to the granting
of mortgage finance to its members. For instance, it was observed that the FMBN had
registered 1.8 million employees from 17,132 employers. Though, the FMBN had about
H6 billion in its account from the Fund, it disbursed only about H280 million to 446
contributors to the Fund. Some of the problems that constrained the efficient
performance of the FMBN are:
•
•
•

The difficulty in securing the Consent to Mortgage from State
Governors as required by the Land Use Act of 1978.
The fact that completed houses for which mortgage finance was
required were not many in the market.
Giving loans to individuals to build their houses usually compound
construction risks with the associated mortgage risks.

Nonetheless, the rationale behind the establishment of the National Housing Fund
remains valid and it is in the interest of workers to contribute to it, given the
determination of government to re-structure and re-organize the Fund under its new
Housing Policy.

V.

FMBN within the New Dispensation and the National
Housing Trust Fund (NHTF)

The major thrust of the new policy of the Federal Government on housing is that the
provision of mass housing for Nigerians will be based on mortgage financing and the
private sector real estate developing companies and primary mortgage institutions
will be the drivers; while the role of Government will be to provide the enabling
environment. For this purpose, the Federal Mortgage Finance Limited (FMFL) was
merged with the Federal Mortgage Bank of Nigeria (FMBN) so that the new Federal
Mortgage Bank of Nigeria will concentrate on serving the major National Secondary
Mortgage Finance Institution in Nigeria from which PMis in the country would borrow
the balance of their mortgage loans to pay off the Real Estate Developers or others
disposing off their houses.

:.

In order to discharge its obligations as the prime secondary mortgage institution in the
country efficiently and ensure a robust and sustained stream of housing finance, the
FMBN is to be re-structured, re-organized and re-capitalized. In its new form, it is
expected to operate through two windows, namely the National Housing Trust Fund
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and the Capital Market.
In spite of the controversies abou t the National Housing Trust Fund, which is the first
window, it remains a veritable way of helping workers to access the necessary
mortgage finance to become h ome-owners. When fulJy mobilized, the HTF has the
prospect of in creasing to NSO billion by 2006 from over Nl6 billion currently in its
account. What is important abou t the Fund and why workers m ust be encouraged to
continue to contribute to it is the fact that only contributors to the Fund can hope to
secure m or tgage finance for their houses at a fLxed interest rate of G.O per cent per
ann um. Considering the current in terest regime in the country, this is certainly a most
attractive proposition for any potential house owner. But, more importantly and to
re-assure workers abou t t he security of their contributions, the new poUcy proposes
that the Fund should now be a Trust Fund with a Board of Trustees to be headed by a
retired Supreme Court Judge and with the representatives of workers to ensure greater
accountability in the m anagement of the Fund.
The second window, which the Federal Mortgage Bank of Nigeria is expected to exploit
for home-ownership in the country, is the Capital Market. The Bank is m eant to
package and securitize most of its mor tgages into mortgage-backed securities to be
sold largely to ins titutional investors such as pen sion funds, insurance companies,
securities companies and banks. Government is presently r eviewing the Pensions
Scheme process with a view to m aking it not only contributory but also with a Sinking
Fund which could provide more funds , part of which could be invested in the housing
and infras tructural s ectors of the Nigerian economy.

VI.

Roles/ Impact o f Mortgage Industry in Econ om ic
Dev elopment - Comparative Global Perspective

H ong Kong Experience

A review of the Hong Kong Hou sing Market and th e role of the various stakeholders,
including those who provide mortgages t o potential purchasers, showed that both the
public and private sectors interact and play significant roles in the provision of
housing in the City. Over the past fifty years , housing development, has underpinned
Hong Kong's dramatic transformation from an entry point to a thriving modern world
city. The health of the residential market is often regarded as the ultimate barometer
of the welJ-being of Hong Kong and its overall economy.
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Ghana Experience
According to the most recent Ghana Living Standard Survey, it was reported that in the
urban areas 62.9 per cent of households have only a single sleeping room, which
compares poorly to the Habitat for Humanity's three rooms per household. Estimates
of shortfall in housing vary between 300,000 and 500,000 units. The National Housing
deficit stands at 700,000 units. Actually, 199,000 units are needed to be produced
annually to address this deficit in five years. Actual delivery is only between 25,000 to
30,000 units and is mostly through informal efforts. Most housing units in Ghana
were produced by individuals. The common procedure is to purchase bare land and
then start a long process of incremental building. Most of the funding is from the
owner's savings.

:

There are, however, a number of real estate developers operating under the umbrella
of the Ghana Real Estate Developers Association (GREDA). Their number tripled when
demand for housing expanded in the nineties with availability of HFC Home Loans. The
delivery of formal Real Estate Developers annually at its peak averaged 2,500 units. A
drop in the ocean, compared to the annual housing requirement of 199,000 units.
However, with the activities of formal Real Estate Developers, Ghana had set positive
standards in residential accommodation since the early Nineties.
The first Ghana Building Society (FGBS) was established in June 1956 under an
Ordinance modeled after the United Kingdom Building Society Act. As a typical
Building Society, it lent to its members out of pooled savings for home ownershlp. With
the economic decline in the 1970s and its associated high inflation levels, and an overvalued currency, the savings habit of its members and, in fact, that of the entire
economy reduced, leading to a severe shortfall in FGBS's funding. The FGBS has nine
branches spread over the country but has not been a force to reckon with in mortgage
finance for over 30 years (it has not given any mortgages for the past 3 years) as it
continues to operate under the moribund Building Societies Ordinance.

:.

Home Finance Company Limited (HFC) was promoted by the World Bank in 1990 as a
Special Purpose Vehlcle to implement a pilot housing finance scheme in Ghana. The
objective of HFC was to establish a sustainable housing finance system in Ghana. HFC
was to operate as a Secondary Mor tgage Finance Institution by providing long-term
funds initially from the World Bank and SSNIT, and later through the issuance of bonds
to primary mortgage lenders, mainly commercial banks designated Origination and
Servicing Institutions (OS!s). HFC was able to fully utilize its initial long-term funding
ofUSS23.5 million within a 5-year period. Over-l,000 mortgage loans has been created
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with about 90% for new housing units.
China Experience
Guangdong is a pioneering province of China's reform and opening-up policy. Since
the implementation of the reform and opening-up policy in 1978, Guangdong bad
concentrated on economjc development and accelerated progress in industrialization,
urbanization and internationalization in order to enhance its economjc growth. With
the development of Guangdong's economy on fast track, urbaruzation increased
government at various adminjstrative levels and appropriate authorities have
attached increasing importance to the housing industry. With the adoption of a series
of poHcies and measures, great progress has been made for the hous ing sector. City
and town residents were delighted to see their housing conditions greatly improved. In
1979, construction-housing space per capita in Guangdong was only 6.63 s quare
meters, converted into living housing space p er capita of only 3.6 5 square meters; by
2002, construction s pace per capita was raised to 25.8 square meters, higher than the
national average of 22.8 square m eters.
The real estate management also experienced speedy improvement, with the diversity
and quality of services and the method of management lifted to a new standard. The
development of Guangdong's housing industry and the improvement of city and town
r esidents' housing conditions in the past twenty years had been recognized by UN
orgarusations. In 1992, Shenzhen Municipal Housing Admjnistration won the UN Habitat
Scroll of Honour award; in 1996, Foshan won the UN Conference on Human Settlements
title of World Best Human Living Environment; in 1997, Mayor of Zhongshan won the
Habitat Scroll of Honour award; in 1998, Zhuhai won the UN Dubai International Award
for Best Practices in Improving the Living Environment.
Role of Mortgage Institutions in Affordable Housing
A Mortgage Institution is defined by Decree 53 of 1989 (Now Act) as "any company
licensed to carry on mortgage business under the Decree, and make available,
mortgage loans and advances for purchase, construction, improvement and extension
of dwelling houses".
This definition includes all Primary Mortgage Institutions (PMis) and the Federal
Mortgage Bank of Nigeria (FMBN), which hitherto supervised mortgage institutions, in
addition to managing the National Housing Fund.

,.
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In fact, PMis are involved in retail mortgage banking activities that usually give
expression to housing policies and programmes of the Federal Government. Their
roles in providing affordable housing include:
•

•

•

•

Mobilizing Deposits from the Public: The PMis operate various types
of accounts, which have made it possible to attract deposits from the
public by way of savings. The establishment of PMis has given the
banking public the required opportunity to save.
Granting loans and advances to individuals and corporate bodies
for the acquisition of houses: Studies carried out in 1997 indicated
that a proportion of their total assets portfolio, 14 percent was
dedicated towards this lending (World Bank 2000). This has
significantly improved, especially as it is being monitored by the CBN
on a continuous basis from the s tatutory returns of the PMis.
Offering Technical Advisory Services to the Public for the Purchase
and Construction of Houses: Many individuals, and even corporate
bodies who could not access the services of relevant professionals
have taken advantage of services from the PMis. Such services have
boosted the pace of property development.
Estate Development and Management Services: Many PMis are
venturing into estate development and management. To overcome the
problem of funding, many have been involved in loan syndication.

Other important roles that PMis have played in ensuring affordable housing delivery
include:
•
•

VII.

Public Enlightenment and Awareness on the National Housing Fund
(NHF) Scheme.
Increased Participation in Housing Development by Other Financial
Institutions.

Expected Roles/ Impact of FMBN on its Stakeholders

A re-engineered Federal Mortgage Bank of Nigeria is likely to facilitate mass housing
and deeply entrench the culture of mortgage financing as a veritable tool for home
ownership in Nigeria. It will be able to popularize mortgage financing and reduce the
acute housing shortages by making the finances available to PMis, real estate
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developers and other institutions with demonstrated capacity to absorb and repay
such credit facilities.
The FMBN is expected to perform these roles with its current resources coupled with
the envisaged funds from the following sources:
a.

b.

Proposed re-capitalization by the Federal Government and additional
equity injections from the Central Bank of Nigeria (CBN) and Nigerian
Social Insurance Trust Fund (NSITF).
The response from the Nigerian capital market and other investors
anchored on floa ting of the Mortgage Backed Securities by FMBN.

VIII. Problems, Challenges and Opportunities
Problems
In order to jumps tart the growth and development of the housing sector in Nigeria, the
following problems should be addressed:

•
•

•
•
•
•

•
•

•
•
•

The Land Use Act 1978 should be revised .
Inadequate infrastructure .
High interest rate .
Low savings culture of igerians .
Dearth of long-term funds .
Low crcdi t worthiness of Nigerian borrowers .
High loan default rate .
Stiff competition between deposit money banks and PMis in deposit
mobilization.
High cost of building materials .
High cost of transfer of title to land.
Land disputes/legal problems.

Challenges
The challenges facing the sector include among others:

•

Amendments of the nine critical laws mentioned below through
judicial and legislative processes.
(i)
The Land Use Actl 9 78
(ii)
The National Housing Fund Act 1992
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(tii)
(iv)
(v)
(vi)

•

•

•

•

•

The Mortgage Ins ti tu tions Act 1989
The Federal Mortgage Bank of Nigeria Act 1993
The Trustee Investments Act 1962
The igeria Social Insurance Trust Act 1993
(vti)
The Insurance Act 2002
(viti)
The Investments and Securities Act 1999
(Lx)
The Federal Housing Authority Act 1990
Strengthening the igerian Building and Road Research Institute in the
areas of research to promote the increase use of local building
materials in order to reduce the total cost per unit of a house.
Providing mass housing units of reasonable quality to the teeming
populace of Nigeria on a long term and sustainable basis to meet the
housing demand, through the vehicle of private-pubLic sector cooperation and initiatives.
Ensuring widespread home-ownership by the people through the
culture of savings towards their post-retirement security and comfort
while still actively employed.
State and local Governments to speed up the process of
documentation of titles to land, in line with the dictates of critical
factors required in shortening the periods for doing same.
Standardization of the quality of buildings and building technicians'
proficiency.

Opportunities

With the effective implementation of the new housing policy the following
opportunities abound:
•
Emergence of Real Estate Developers that are expected to produce
houses at target prices for potential buyers.
•
Resurgence of PMis which would provide mortgage finance to
individuals desirous of owning their houses under robust mortgage
financing arrangements that would guarantee mutually beneficial
relationships.
•
Creation of mortgage pay back periods of longer tenure and at
reduced interest rate structures on a sustainable basis.
•
Modernizing, computerizing and strengthening the manpower profile
ofland registries at the local and state levels.
•
Speeding up the process of packaging and securitizing most of the
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•

•

IX.

mortgages created by PMls into Mortgage Backed Securities to be sold
largely, through FMBN, to institutional investors such as pension
funds, insurance companies, securities companies and deposit money
banks on one hand; as well as through the window of capital market on
the other hand.
The emergence and enforcement of the Foreclosure Clause in the new
mortgage financing dispensation would b e expected to regenerate the
mortgage sector.
The ratio of mortgage loans and advances to gross domestic product
(GDP) in the country would gradu ally increase from the current
0.00lper cent to a comparable ratio of 50 per cent in the USA; 60 per
cent in the UK; 5 5 per cent in Europe and 35 - 40 per cent in Asia.

Conclusion

In concluding this paper, it is necessary to mention that the new Housing Policy of the
Federal Government with its pivot on Mass Housing has considerably re-defined the
role of the Mortgage Industry in the scheme of things. This is because it will not only
put the industry right at the centre stage of housing development, but would also
enhance the economic development of Nigeria.
Considering the fact that mortgage culture is still new to the majority of Nigerians, the
task of enlightenment of what mortgaging entails and the need to sensitise the major
stakeholders is on-going. The MBAN has commenced the process of strengthening its
network with the executive and the legislative arms of the Government and the Real
Estate Developers Association of Nigeria (REDAN).

